
Internal Peuenue Service 

Dear S i r  o r  Madam: 

Oepartnent of the Treasury 

****** ***** **** ****** **** ******* 

Da te :  ju~19,m 

Employer I D  Number: 
************

Person  t o  Con tac t :  
* * * * * * *  * * * * * * * * * * * * *   

Te lephone Number: 
* * *************** 

F e f e r  Reply  To: 
************************ 

We have c o n s i d e r e d  you r  a p p l i c a t i o n  f o r  r e c o g n i t i o n  o f  exempt ion  f r om  F e d e r a l  
income t a x  under  s e c t i o n  5 0 1 ( c ) ! 4 )  o f  t h e  I n t e r n a l  Revenue Code. 

The i n f o r m a t i o n  you s u b m i t t e d  i n d i c a t e s  t h a t  you were i n c o r p o r a t e d  
****************  *****  ,  under  t h e  ******* N o n - P r o f i t  C o r p o r a t i o n  Ac t .  Your purposes ,  as 
s t a t e d  i n  you r  A r t i c l e s  o f  I n c o r p o r a t i o n ,  a r e  t o  p r o v i d e  f o r  "ma in tenance ,  
p r e s e r v a t i o n  and a r c h i t e c t u r a l  c o n t r o l  o f  t h e  r e s i d e n t i a l  l o t s  and  Common Area 
i f  any ,  w t i h i n  ************ * * * * * *  ************ * * ,  a s u b d i v i s i o n  I n  * * * * * * *  * * * * * * * * * ******* ,  
and any a d d i t i o n a l  s e c t i o n  o f  ************ * * * * * ,  i f  any,  o r  any o t h e r  a r e a s  c r e a t e d  
b y  t h e  d e d i c a t i o n  o f  a d d i t i o n a l  p r -oper ty  t o  t h e  s a i d  development . . . . .  by the  
Deve lope r ,  ************ ******* **************** * * * * ,  i t s  successors o r  a s s i g n s ,  and t o  
promote t h e  h e a ! t h ,  s a f e t y  and w e l f a r e  o f  t h e  r e s i d e n t s  w i ? h i n  t h e  above 
d e s c r i b e d  p r o p e r t y  . . . "  

Your application s t a t e s  t h a t  annua l  assessments a r e  used b;, t h e  Association t o  
p r o v i d e  s e r v i c e s  t o  t h e  members c f  you r  o r g a n i z a t i o n .  These s e r v i c e s  i n c l u d e  
maintenance o f  t h e  roadldays and esplanades w i t h i n  t h e  s u b a l v i s i o n  , s t r e e t  
l i g h t i n g ,  ma in tenance  o f  swimming and p l a y g r o u n d  f a c i l i t i e s ,  a d m i n i s t r a t i o n  o f  
b u s i n e s s  m a t t e r s ,  p r o v i s i o n  o f  l i a b i l i t y  i n s u r a n c e  coverage ,  c o o r d i n a t i o n  o f  
l e g a l  m a t t e r s  w i t h  * * * * * *   County  o f f i c i a l s ,  and a d m i n i s t r a t i o n  and  enforcement  
o f  t h e  covenan ts  c o n t a i n e d  i n  t h e  D e c l a r a t i o n .  

**********  * * * *  * *  ************* * * * * * * * * * * * *   s e r v e s  a  s i n g l e - f a m l l y  r e s i d e n t i a l  
deve lopment ,  l o c a t e d  w l t h l n  * * * * * * *  * * * * * * * * * ******  .  Subsequent t o  t h e  i n ~ ~ l a l  
organization, * * * * * * * * * * * * * * * *  ** and **********  * * * *  *  I  were anne ... ed. You a r e  
a d j a c e n t  t o  ***********  * * * *  * * * * * * * * * * ** * *  * * * * * **** . The a rea  i s  s e r v e d  b y  t h e  
***********************  *************** ******** * * *  * * * * *  ,  and t h e  ma: ! ~ n g  add ress  o f  
r e s i d e n t s  o f  ********** * * *   i s  * * * * * * * * * * * ******  .  

You were organized b y  ************ ****** * * * * * * * * * * * * * * * * * * *  . ,  who was a l s o  t h e  
D e c l a r a n t  a n d  L ~ e s : ~  B member. l h e  pur.pose o f  the orgolil;;>:ion was t o  p r o v i d e  
s e r v i c e s  t o  put-chasers o f  p r o p e r t ) ,  111 t h e  s u b d i v i s i o n ,  C l a s s  A members. 
I n i t i a l l y ,  C l a s s  i+ me~ltsers had one \:ate f o r  each l o t  jw l?er l ,  a n d  C l a s s  R members 
had t h r e e  v ~ t e s  fc:.r- e a c h  l o t  owned. C l a s s  A members w e r e  assessed a t  100 
p e r c e n t  o f  t he   PI^. !mum annua l  assecsmei i l .  Impl-oved l o i 5  i r .  **********  ***** *  , 
Section * *  ,  ~ h 1 1 t i  irltir'e no t  occup ied  b; r e s i d e n t  and wl-iiil.1: were otdned h y  t the 
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* * * * * * * * * * * * * * *  **************** * * * * * * * * * * * * *  

D e c l a r a n t ,  a b u i l d e r ,  o r  a b u i l d i n g  company, were assessed a t  5 0  p e r c e n t  o f  t he  
annua l  assessment.  Your r e p r e s e n t a t i v e  s t a t e s  t h a t  **  p e r c e n t  o f  t h e  l o t s  
rema ined  t h e  p r o p e r t y  o f  deve lope rs  o n  ************ * * * * ***** ; however,  a l l  members 
have become C lass  A members. 

Your swimming p o o i  i s  r e s t r i c t e d  t o  members and  a p o o l  pass i s  r e q u i r e d  t o  use  
t h e  f a c i l i t y .  Your n e w s l e t t e r  o f  *******  *****  r em inds  r e n t e r s  t h a t  t h e i r  l a n d l o - s  
must pay t h e  maintenance f ee  on t h e  r e n t e d  p r o p e r t y  o r  t hey  w i l l  n o t  be 

- p e r m i t t e d  t o  use t h e  swimming p o o l .  

The a s s o c i a t i a n  i s  managed by  a  p r o f e s s i o n a l  management company ( t h e  " A g e n t " )  
wh ich  c o n t r a c t s  f o r  s e r v i c e s ,  e n f o r c e s  deed r e s t r i c t i o n s ,  c o l l e c t s  assessments ,  
pays t h e  b i l l s ,  e t c .  , o f  t h e  s u b d i v i s i o n .  In f a c t ,  t h e  o r g a n i z a t i o n ' s  address  
i s  t h e  same as ***** *************** * * * * * * * * * * * * * * .  An amendment t o  t h e  By laws was 
adop ted  on  ****** * *  ***** . The amendment changed t h e  Board  o f  D i r e c t o r s  f rom * * *   
t o  ******   members; however ,  t h e r e  i s  no r e q u i r e m e n t  t h a t  z. D i r e c t o r  be  a member 
o f  t h e  association. 

The o r g a n i z a t i o n  i s  suppo r t ed  t h r o u g h  member assessments and nom ina l  I n t e r e s t  
income. Unpaid assessments w i l l  r e s u l t  i n  a  l i e n  on  t h e  p r o p e r t y  o f  t h e  
homeowner-member. Membership i s  open e x c l u s i v e l y  t o  homeowners i n  t h e  
s u b d i v i s i o n ,  and a l l  homeowners must be members. No member may wa ive  o r  
o t h e r w i s e  escape liability f o r  t h e  assessments.  

S e c t r o n  501 ( c  ) (  4 ) o f  t h e  I n t e r n t i 1  i ievenue Code p r o v i d e s  e,v.empt i o n  f o r :  

" C i v i c  Leagues o r  organizations n o t  o r g a n i z e d  f o r  p r o f r t  b u t  o p e r a t e d  
e x c l u s i v e l y  f o r  t h e  p romo t i on  o f  s o c i a l  w e l f a r e  . . . "  

S e c t i o n  1 . 5 0 1 ( ~ ) ( 4 ) - l ( a ) ( 2 ) ( 1 )  o f  t h e  Iricome Tax R e g u l a t i o n s  p r o v i d e 5  t h a t :  

"An o r g a n l z a t i o n  i s  o p e r a t e d  e x s l u s i v e l y  f o r  t h e  p romo t i on  o f  s o c i a l  
w e l f a r e  i f  i t  i s  p r i m a r i l y  engaged i n  p r o m o t i n g  i n  some way t h e  common good 
and g e n e r a l  w e l f a r e  o f  t h e  peop le  o f  t h e  community.  An o r g a n l z a t i o n  
embraced w i t h i n  t h i s  s e c t i o n  i s  one w h i c h  i s  o p e r a t e d  p r i m a r i l y  f o r  t h e  
purpose  o f  b r i n g i n g  about  c i v l c  b e t t e r m e n t  and s o c i a l  improvements . "  

" ! a ) ( l )  I n  g e n e r a l .  A c i v i c  league  o r  o r g a n i z a t i o n  may be exempt as a n  
o r g a n i z a t i o n  d e s c r i b e d  i n  sec t  Jon 501 ( c  ) ( 4 )  i f  - 

( i )  I t  i s  n o t  o r g a n i z e d  o r  o p e r a t e d  f o r  p r o f i t :  and 

( i i )  I t  i s  o p e r a t e d  e-.elusively f o r  t h e  p romo t i on  o f  s o c i a l  w e l f a r e . "  

F:evenue R u l l n g  72-1 02 ,  1972-1 , C.13. 1 4 9 ,  d e s c r i b e s  an o ryc in lza t  i o n  formed b y  d 

deve lope r  t o  p r e s e r v e  t h e  appearance o f  a  h o u s i n g  d e v ~ l o p m e l ~ t  and t o  m a i n t a i r i  
s t r e e t s ,  s i d e w a l k s ,  and common a reas  f o r  t h e  use o f  t h e  r e s i d e n t s ,  wh i ch  was 
found  t o  be  exempt under  I n t e r n a l  Revenue Code s e c t l o n  5 @ i ( c ) ( 4 ) .  The r a t i o n e l e  
b e h i n d  t h i s  d e c i s l o n  was t h a t  t h e  organ1 z a t i o n  se r ved  the  common good and 
g e n e r a l  w e l f a r e  o f  t h e  e n t l r e  community because i t  owned and m a i n t a i n e d  c e r t a i n  
non-residential, nun-commercial  properties o f  t h e  t y p e  n o r m a l l y  owned and 
~ i a ~ r ~ t a ~ n e d  by m u r ~ l c l p a l  gove rn r~c l l t  2 .  tidr-11nl s t e r l n g  and en fo r -c ing  covenan t -  fi.1 
preserving t h e  a r ch1  t e c t u r e  and zppear-ance o f  a  hous l r i g  development was 
~ n c l d e n t a l  t o  t h e  o v e r r i d i n g  put11 l L  t i e n e f l t .  
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Revenue Ruling 74-99, 1974-1, C.B. 131, modified Revenue Ruling 72-102. This 
rqling describes an organization that 1s formed by a commercial real estate 
developer as an integral part of a plan for the development of 6 subdivision. 
Membership in the association is required of all purchasers of lots in the 
development. Membership is open only to the developer and those who purchase 
lots. The organization is supported by periodic assessments of the ~iembers, and -. unpaid assessments brill result in a lien on the property of the 

- homeowner-member, The stated purposes of the organization are to administer and 
enforce convenants for preserving the architecture and appearance of the given 
real estate development, and to own and maintain common green areas, streets, 
and sidewalks. The foregoing format is spelled out in written documents which 
form a part of, and are inextricably tied to, enforceable contracts for the sale 
and purchase of private property. In light of these factors, the prima facie 
presumption was that organizations such as these were essentially and primarilj 
formed and operated for the individual business and personal benefit of their 
members, and, as such, did not qualify for exemption under section 501 (c ) ( 4 )  of 
the Code. 
Revenue Ruling 74-99 went on to descrlbe how, in certaln circumstances, an 
organization can overcome this presumption and qualify for recognition of 
e:.:emption under section 50l(c)(4). 

In Rancho Santa Fe Association v .  11.5. , 1 he develop~~ent clas found to be 
coextensive with the community ~t served, and therefore, the benefits bestowed 
by the association on the development benefit the general public within the 
requirements of the statute. Exemption under section 561(c ) ( 4 )  was recognized 

In Flat Top Lake Association. Inc. v. U.S., the Court held that while the 
homeowners'assoclation did confer benefits of a public welfare nature upon its 
own members, ~t dld not provide tangible and concrete benefits of a public 
welfare nature to the publlc at large a r  a definable communlly. The 
association's property and facllit~es were llmited to members and their guests 
Er;empt. ion under sect ion 501 (c ) (  4 ) was denied. 

Revenue Rullng 80-63, 1980-1 C . B .  116, states that a homeowners' association 
that is not a community does not qual~fy for e?temptiori under section 50l(c)(4) 
if i t  restricts the use of its recreallonal facilities to members of the 
association. 

Based on the information presented, we have concluded that you do not meet the 
requirements for exemption as a soclal welfare organization described in sectlon 
501(c)(4) of the Internal Revenue Code, As ~n Flat Top La1.e Association. Inc., 
and as stated In your Articles of Incor-porat Ion, servlng t h e  private interests 
o f  your homeowner-members and promotin, t h e  health, safety and welfare of these 
members is your prlmary purpose. Tile srganlzation does not possess the 
characterlstlcs described in Revenue E~ling 74-99 to c.ver.come the presumption of 
prlvate beneflt. Though your represeniative states In his letter of ***** ,  
****, that the boundar~es ident~fied i n  the dei1arat:on o f  covenants, conditions 
and restrlctlorls and approved by the ;;ate o f  *****s, g+ve t tie Association status 
as a governmenia l unit, we are u n a h l  e !n find pub1 i she6 p:-ccedent suppo-tlng 
yDur content~on. 

I!nl !I e ~ a n c t ~ ~ o  5anta FP Associatl~rj, YC.!.I:. ar-ea I s rlol, coe:.t erislve with the 
c,?mm~~r~lly you serve. You are a z u b d i . .  ; s ~ o n  adjacent t o  oi l -~er .  subdivisions brhi,:h 
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make up the development known as ************ in ********************. You do 
not oversee governance o f  the development, but contract for these services with 
a managment company. 

R6 stated in Revenue Ruling 80-63, an 0;-ganization that is not a community may 
not be exempt i f  i t  restricts the use of its recreational facilities and other 
areas to members of the association. Your facilities are restricted to members 
and their guests. 

. - 
ficcordingly, i t  is held that you are not entitled to exemption from Federal 
income tax as an organization described in section 501(c)(4), and you are 
required to file Federal income tex returns on Form 1120. 

As a homeowners' associatipn, you may qualify for treatment under section 528, a 
section of the Code created by the Tax Reform Act of 1976. In this letter we 
are not ruling on the question of whether you qualify for treatment under 
section 528. However, i f  you believe you qualify for such treatment, you should 
file Form 1128-H when due. 

I f  you do not agree with these conclusions, you may, within 30 days from the 
date of this letter, file in duplicate a brief of the facts, law, and argument 
that clearly sets forth your position. If you desire an oral discussion of the 
issue, please indicate this in your protest. The enclosed Publication 892 gives 
instructions for filing a protest. 

If you do not file a protest with this office within 30 days of the date of this 
report ar letter, this proposed determination will become final. 

I f  you agree with these conclusions or do not wish to file a written protest, 
please sign and return Form 6018 in the enclosed self-addressed envelope as soon 
as possible. 

I f  you have any further questions, please contact the person whose name and 
telephone number are shown at the beginning of this letter. 

************ * * ******

District Director 

Enciosures: 
Pub1 icat ion 8 9 2  
For-m 601 8 


